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KEY ECONOMIC INDICATORS - NIGERIA 


AREA - 923,768 sq. km. (356,669 sq. mi.) 


1990 
DOMESTIC ECONOMY 1988 1989 (prel) 


GDP (current prices) (A) 149,490 234,722 290,000 
GDP (real growth) (B) 4.3 
By Sector: 
Agriculture (B) N/A 
Petroleum (B) N/A 
Services (B) N/A 
Manufacturing (B) 
Construction (B) 
Population (estimate in millions) 


Average Exchange Rate (Naira/$) 
Inflation (CPI) (B) 

FMG Retained Revenues (C) 

FMG Current Expenditure (C) 

FMG Investment (C) 


BALANCE OF PAYMENTS 
Merchandise Exports FOB 
of which, Petroleum (D) 
Merchandise Imports CIF (D) 
Trade Balance (D) 
Current Account Balance (D) 
Overall Balance (D) 
Foreign Debt (year end) (D) 
Debt Service Ratio (B) 
Foreign Exchange Reserves (D) 
U.S. Exports to Nigeria 
(Merchandise, FAS) (D) 
U.S. Imports from Nigeria 
(Merchandise, CIF) (D) 5,226 S977 
U.S. Share (as % of total): 
Nigerian Exports 46.7 53.4 44.7 
Nigerian Imports 6 8.8 7.9 


Notes: (A) Millions of Naira (B) Percent (C) as Percent of GDP 
(D) Millions of Dollars 


1991 
(proj) 


338,000 
4.0 


N/A 


Sources: IMF, IBRD, U.S. Department of Commerce, and Embassy estimates. 





SUMMARY 


The year 1990 was Nigeria's fourth under its program of 
economic reform and liberalization. Growth was a solid 4,3 
percent, the third consecutive year of positive per capita 
income growth. Inflation remained moderate after the sharp 
disinflation of 1989; average consumer prices rose an estimated 
13 percent for the year. Late in the year, Nigeria enjoyed an 
estimated $3.5 billion windfall from the Gulf crisis. But the 
country's external finances remain precarious, and Nigeria 
continues to seek relief from the burden of its external debt. 
For 1991, Nigeria has pledged to maintain tight control over 
government spending and to enact a major reform of monetary 
policy. The controversial excess profits tax has been ended, 
rules governing dividend remittances have been eased, and the 
minimum wage has been raised for the first time since 1981. 

The process of return to civilian rule by 1992 remairs on track. 


PART A - CURRENT ECONOMIC SITUATION 


Economic Background. Nigeria is blessed with considerable 
human and material resources, notably petroleum. But for much 
of its history, misguided policies have slowed its growth. 
Distorted incentives and a large governmert role in the economy 


meant that Nigeria's income from the oil boom of the 1970s was 
not invested wisely, leaving the economy vulnerable to the 
downturn in the oil market that followed. Fallirg oil prices 
and Nigerian production in the eariy 1980s caused a dramatic 
decline in Nigeria's oil exports, which fell from $25 billion 
in 1980 to only $6 billion in 1986. Reduced exports led to 
large current account deficits, and by the mid-1980s, external 
debt had soared to exceed GDP. 


The Structural Adjustment Program (SAP). Nigeria's initial 
response to its reduced income was to impose austerity, without 
any attempt to remove the obstacles inhibiting growth. 
President Ibrahim Babangida, who came to power in an August 
1985 coup, launched the Structural Adjustment Program (SAP) in 
July 1986. Among the most ambitious of such programs in 
Africa, SAP featured a massive devaluation to encourage 
domestic production and to reduce reliance on imports. Since 
1986, the naira (N) has been devalued by about 85 percent in 
real terms. Other SAP measures have included the abolition of 
import licenses, commodity boards, and price controls; 
privatization of many public enterprises; and deregulation of 
the financial and investment regimes. 


Recent Economic Developments. Nigeria's economy in 1990 was 
marked by the restrictive policies adopted in mid-1989 to 
counter rapidly accelerating inflation, which was running at a 
50 percent annual rate in the first half of 1989. Sharply 
tightened monetary policy and a much improved 1989 harvest then 
caused an actual fall in prices in the second half. 
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Inflation in 1990 continued to be moderate, with the consumer 
price index rising only 2.9 percent in the 12 months ending in 
November, although there were signs of increased liquidity and 
a possible resurgence of inflation late in the year. For 1990 
as a whole, the average CPI was an estimated 13.5 percent above 
the 1989 level. The sharp drop in inflation after mid-1989 was 
not matched by a decline in interest rates, however, which 
became strongly positive in real terms. Banks' prime lending 
rates were 25-30 percent for most of 1990, drawing protests 
from industrialists and leading many companies to raise capital 
through equity issues. Responding to the complaints, the 
Central Bank imposed a cap on lending rates of 21 percent in 
early 1991. 


Real GDP increased 4.3 percent in 1990, according to 
preliminary estimates, down from 6.2 percent in 1989. The 
economy was sluggish for much of the year but was boosted by a 
surge in oil output and prices following Iraq's invasion of 
Kuwait on August 2. 


Nigeria's privatization program, begun in 1988, made further 
progress in 1990. So far, 54 of the 110 public enterprises 
slated for privatization have been sold. In 1991, the emphasis 
of the program will be on commercializing -- that is, removing 
from public subsidy -- the 34 enterprises which will remain 
publicly owned, including the state oil company, the electric 
power authority, and the telephone company. 


Petroleum. Nigeria's economic health remains dependent on the 
crucial petroleum sector. Oil accounts for over 95 percent of 
exports and over 80 percent of government revenue; fluctuations 
in prices and production have significant effects on Nigeria's 
balance of payments, fiscal situation, and growth prospects. 
Nigeria is now seeking to increase its proven reserves from 16 
to 20 billion barrels and its production capacity from 1.9 to 
2.5 million barrels per day by the mid-1990s. The United 
States buys about half of Nigeria's oil exports; these 


purchases are the main factor behind the large bilateral trade 
deficit. 


Manufacturing. Nigeria has a sizable domestic manufacturing 
sector concentrated in such light industries as textiles, food 
processing, and beverages. Manufacturers were hit hard by the 
1986 devaluation, since most had grown reliant on low-cost 
imported inputs. Since then, they have been slowly increasing 
the domestic content of their goods. In 1990, manufacturers 
suffered from weak consumer demand, large unsold inventories, 
and continuing low capacity utilization, which stood at 
approximately 37 percent in the first half, according to 
surveys by the Central Bank and the Manufacturers' Association 
of Nigeria. With demand sluggish and the cost of borrowing 
high, there was little new investment in 1990 outside of the 
petroleum and banking sectors. Manufacturers welcomed the end 


of the unpopular excess profits tax, as announced in the 1991 
budget. 
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Agriculture. Agriculture, which employs about two-thirds of the 
work force, suffered greatly during the oil boom, when the 
overvalued naira undercut domestic producers by making imported 
grain cheaper. The restoration of agriculture has been one of 
the prime objectives of SAP. Unfortunately, Nigeria has chosen 
to rely not only on the price mechanism but also on an absolute 
ban on grain imports. Nigeria's long land borders are virtually 
impossible to police, however, leading to large-scale illegal 
imports, especially of wheat. Agricultural output in 1990 
suffered from poor rainfall in the northern part of the 

country. The maize harvest was especially disappointing; maize 
supplies were further strained by a reported outflow of maize to 
neighboring countries, which also suffered poor harvests, 
despite a formal ban on such exports. 


Balance of Payments. Nigeria's balance of payments enjoyed a 
windfall in 1990 from the surge in world oil prices and the 
increase in Nigerian output resulting from the Gulf crisis. Oil 
exports, which account for more than 95 percent of total 
exports, reached an estimated $13 billion in 1990, about $3.5 
billion above pre-crisis estimates and easily the best result 
Since 1985. Increased oil exports enabled Nigeria to post a 
current account surplus of an estimated $1.5 billion, compared 
with $158 million in 1989. Nigeria also boosted imports by 25 
percent, to $6.9 billion, and added substantially to reserves, 


which reached $3.5 billion in September, up from $1.8 billion at 
the end of 1989. 


Despite the windfall, Nigeria's external finances remain 
precarious. Nigeria's foreign debt, estimated at $32.9 billion 
at the end of 1990, effectively mortgages much of the country's 
future foreign exchange earnings; debt service due, before 
rescheduling or debt relief, is projected at about $5 billion 
annually for the next several years. Accordingly, Nigeria has 
been seeking to reduce both its debt service payments and the 
stock of its outstanding debt. In January 1991, after the 
International Monetary Fund approved a new 15-month standby 
credit, Nigeria rescheduled most of its debt service due in 1991 
and early 1992 to the Paris Club of government creditors. 
Separately, Nigeria is negotiating with the London Club of 
commercial banks to repurchase much of its outstanding bank debt 
at or near market prices and to convert the remainder into 
long-term bonds with reduced interest rates. 


Foreign Exchange Regime. Nigeria's balance-of-payments problems 
have meant that demand for foreign exchange has chronically 
outstripped the available supply. Before SAP, foreign exchange 
was kept artificially cheap but was available only to those who 
obtained the coveted import licenses. Since 1986, the Central 
Bank has sold foreign exchange through a managed auction at 
prices closer to market value. Under the most recent system, 
adopted in December 1990, banks participate in a "Dutch auction" 
in which they are required to pay their individual bid prices. 
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Under the new system, no bank is assured of access to foreign 
exchange; competition has intensified and made the resulting 
exchange rate more realistic. The Central Bank is committed to 
steadily narrowing the gap between the official and open market 
exchange rates. 


For most of 1990, the Central Bank maintained the official 
exchange rate at a steady N7.94 per dollar. Late in the year, 
it allowed market forces a greater role in determining the 
exchange rate, which led to a faster rate of depreciation; the 
naira ended the year at N9.00 to the dollar. For the year, the 
official rate averaged N8.04 per dollar, compared with N7.41 in 
1989. On the free market, the naira actually appreciated until 
April, following the trend of late 1989, peaking at about N9.1. 
It then reversed course and depreciated, ending the year at 
N10.3. 


In light of the chronic excess demand for foreign exchange at 
the official exchange rate, firms have often had to deal with a 
number of separate banks and pay a premium above the official 
rate to obtain sufficient foreign exchange for their business 
needs. Until 1991, moreover, foreign investors were required to 
remit their dividends in multiple installments over a period of 
months, but that requirement has now been abolished. 


Two other channels for foreign exchange transactions are 
noteworthy. In 1989, the government sought to bring the free 
market in foreign currency into formal channels by establishing 
a system of bureaux de change, which are authorized to trade 
foreign currency notes and travellers' cheques at free market 
rates. Investors have also made use of the government's debt 
conversion auction, at which the government sells domestic 
currency for approved investment projects in exchange for 
Nigerian debt instruments purchased on the secondary market. 
Using this mechanism, investors earn a premium over the official 
exchange rate, while the government retires some of its debt at 
a discount. Through January 1991, over $450 million in external 
debt had been retired in this manner. Special restrictions 
apply to the repatriation of dividends and capital from 
investments made using the debt conversion process. 


Labor. A relatively small proportion of Nigeria's labor force 
of about 38 million is organized into unions. Years of 
austerity, high unemployment, and close government monitoring 
have dramatically reduced the size and influence of the unions. 
In late 1990 the government promised a review of the minimum 
wage, which had been fixed at N125 per month since 1981. After 
much debate, a new minimum wage of N250 per month was proposed, 
but the definition of what the minimum wage includes is not 
clear. The government has made clear, however, that it prefers 
to see wages increasingly determined by collective bargaining 
instead of by governmental decrees. 
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1991 Budget. Despite the Gulf-induced upsurge in Nigeria's oil 
income in late 1990, total federal spending for 1991 has been 
budgeted at N38.7 billion, about N1 billion less than had been 
budgeted for 1990 and some N11 billion below the amount actually 
spent. The small budget surplus projected for 1991 meant that 
the federal government would not require domestic financing 
during the year, allowing the projected 10.6 percent growth in 
aggregate bank credit to be reserved for the private sector. 
During 1991, the government plans a major reform of its method 
of conducting monetary policy, moving from bank-by-bank credit 
ceilings to a system of indirect controls. This change will 
stimulate competition in the banking system and lead to a more 
efficient allocation of credit. 


Other highlights of the 1991 budget include a manufacturing 
in-bond program, which will allow the duty-free importation of 
components for reexport; the initiation of an export credit 
guaranty agency; special tariff concessions for imports from 
ECOWAS countries; and a major review of the tax system. 


Political System. Nigeria is governed by a 19-member Armed 
Forces Ruling Council (AFRC) headed by President Ibrahim 
Babangida. Military officers govern the 21 states; civilian 
deputy governors were appointed last year. In 1987, the 
military government announced a program of gradual transition to 
civilian rule by 1992. Two political parties, the National 
Republican Convention (NRC) and Social Democratic Party (SDP) 
have been established with government support to contest for 
political office. In December 1990, a major step on the 
transition path was taken when elections for the 465 local 
government councils were held. Elections for state governors 
and legislatures are scheduled for 1991, with elections for the 
Presidency and National Assembly slated for the following year. 


PART B - IMPLICATIONS FOR THE UNITED STATES 


Investment. Nigeria actively seeks foreign investment. With a 
relatively low-cost labor pool and the largest domestic market 
in sub-Saharan Africa, it offers many opportunities for foreign 
investors. However, unreliable infrastructure, an improving but 
often confusing regulatory environment, and the importance of 
personal ties in doing business mean that considerable time and 
effort must be invested before profits can be achieved. A 
long-time horizon is essential for successful investment in 
Nigeria; firms expecting quick payoffs should look elsewhere. 


Proposed foreign investments must first be reviewed and approved 
by the Industrial Development Coordination Committee (IDCC), a 
"one-stop investment center" located in the new capital of 
Abuja. The IDCC, an interministerial committee, is supposed to 
review and respond to investment proposals within three months. 
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In December 1989, the government liberalized the Nigerian 
Enterprises Promotion Decree to allow 100 percent foreign equity 
ownership of Nigerian businesses in certain cases. The rule 
applies to new investments only and is not retroactive. The 
government also allowed foreign firms to invest in the 40 lines 
of business normally reserved for 100 percent Nigerian ownership 
if they invest a minimum of N20 million. Banking, insurance, 
petroleum prospecting, and mining continue to require at least 
60 percent Nigerian ownership. The expatriate quota system 
allows two expatriate slots for foreign investments of at least 
N5 million and four positions for N10 million investments. 
Additional slots may be approved on a case-by-case basis. 


In the crucial oil sector, Nigeria plans investment of as much 
as $25 billion over the next five years to increase its proven 
reserves and production capacity by 25 percent. Other promising 
investment opportunities lie in the fishing, petrochemical, food 
processing, light industrial, and consumer goods industries. 
Nigeria has duty drawback, in-bond, and duty suspension schemes 
that allow for duty free importation of raw and semifinished 
materials destined for export. The Overseas Private Investment 
Corporation (OPIC), an agency of the U.S. Government, can 
provide political risk insurance for U.S. investors. (For 
further information, contact OPIC at 202/457-7068.) 


Trade. The United States is Nigeria's fifth largest supplier of 
industrial inputs and equipment (after the United Kingdom, 
France, Germany, and Italy). Major U.S. exports to Nigeria in 
1990 were parts for boring or sinking machinery, aircraft, 
fishing vessels, drilling platforms, animal fats, polyethylene, 
surveying instruments and transmission appraratus. U.S. exports 
are also competitive in computers, business and office 
equipment, power generation and distribution equipment, 
cosmetics, medical equipment, and scientific instruments. 
Nigeria continues to prohibit the import of some potentially 
Significant U.S. exports. Since 1987, for example, Nigeria has 
banned the import of food grains. Prior to the the ban, wheat 
was the largest U.S. export to Nigeria, accounting for hundreds 
of millions of dollars of U.S. exports annually. 


Fraudulent business activity is common in Nigeria. U.S. firms 
are urged to appoint agents/distributors to penetrate the 
Nigerian market. Exporters can use the Agent/Distributor 
Service of the U.S. Department of Commerce to locate reputable 
Nigerian partners. A U.S. firm should engage in a business 
relationship only after establishing the legitimacy of its 
Nigerian contact. U.S. firms can request a World Traders Data 
Report on a foreign company from the nearest Department of 
Commerce District Office. Shipments to Nigeria should be made 


only after issuance of an irrevocable letter of credit confirmed 
by a U.S. bank. 


*% U.S. Government Printing Office : 1991 - 282-906/20063 





